Summary of the final mortgage servicing rules
January 17, 2013

The Consumer Financial Protection Bureau (Bureau) is releasing final rules to implement laws
to protect consumers from detrimental actions by mortgage servicers and to provide consumers
with better tools and information when dealing with mortgage servicers. The rules will take
effect on January 10, 2014. The servicing rules are set forth in two notices, one to amend
Regulation Z, which implements the Truth in Lending Act, and one to amend Regulation X,
which implements the Real Estate Settlement Procedures Act. The rules cover nine major topics
and implement certain provisions of the Dodd-Frank Wall Street Reform and Consumer
Protection Act (Dodd-Frank Act) that relate to mortgage servicing.

BACKGROUND

The mortgage servicing industry was built to handle large volumes of loans for which only
limited service was required. In the wake of the financial crisis, the number of distressed
borrowers skyrocketed and the servicing industry was unable to keep up. As a result, an
increased number of borrowers suffered substantial harm. The Dodd-Frank Act imposed new
requirements on servicers and gave the Bureau the authority to both implement the new
requirements and also to adopt additional rules to protect consumers. The Bureau is exercising
that authority to improve the information consumers receive from their servicers, enhance the
protections available to consumers to address servicer errors, and to establish some baseline
servicing requirements that will provide additional protections for consumers who have fallen

behind on their mortgage payments.

The final rules include a number of exemptions and other adjustments for small servicers,
defined as servicers that service 5,000 or fewer mortgage loans and service only mortgage loans
that they or an affiliate originated or own. This definition covers substantially all of the
community banks and credit unions that are involved in servicing mortgages. These exceptions
and adjustments should help reduce burdens for these institutions that have strong consumer

service safeguards already built into their business models.
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borrower has failed to maintain hazard insurance and has provided required notices. An
initial notice must be sent to the borrower at least 45 days before charging the borrower
for force-placed insurance coverage, and a second reminder notice must be sent no
earlier than 30 days after the first notice and at least 15 days before charging the
borrower for force-placed insurance coverage. The rule contains model forms that
servicers may use. If a borrower provides proof of hazard insurance coverage, the
servicer must cancel any force-placed insurance policy and refund any premiums paid
for overlapping periods in which the borrower’s coverage was in place. The rule also
provides that charges related to force-placed insurance (other than those subject to State
regulation as the business of insurance or authorized by Federal law for flood insurance)
must be for a service that was actually performed and must bear a reasonable
relationship to the servicer’s cost of providing the service. Where the borrower has an
escrow account for the payment of hazard insurance premiums, the servicer is prohibited
from obtaining force-place insurance where the servicer can continue the borrower’s
homeowner insurance, even if the servicer needs to advance funds to the borrower’s
escrow account to do so. The rule against obtaining force-placed insurance in cases in
which hazard insurance may be maintained through an escrow account exempts small
servicers as defined above so long as any force-placed insurance purchased by the small
servicer is less expensive to a borrower than the amount of any disbursement the servicer
would have made to maintain hazard insurance coverage.

Error resolution and information requests. Servicers are required to meet
certain procedural requirements for responding to written information requests or
complaints of errors. The rule requires servicers to comply with the error resolution
procedures for certain listed errors as well as any error relating to the servicing of a
mortgage loan. Servicers may designate a specific address for borrowers to use.
Servicers generally are required to acknowledge the request or notice of error within five
days. Servicers also generally are required to correct the error asserted by the borrower
and provide the borrower written notification of the correction, or to conduct an
investigation and provide the borrower written notification that no error occurred,
within 30 to 45 days. Further, within a similar amount of time, servicers generally are
required to acknowledge borrower written requests for information and either provide
the information or explain why the information is not available.

General servicing policies, procedures, and requirements. Servicers are
required to establish policies and procedures reasonably designed to achieve objectives
specified in the rule. The reasonableness of a servicer’s policies and procedures takes
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assure compliance with these requirements but there will not be a private right of action

to enforce these provisions.

Loss Mitigation Procedures. Servicers are required to follow specified loss
mitigation procedures for a mortgage loan secured by a borrower’s principal residence.
If a borrower submits an application for a loss mitigation option, the servicer is generally
required to acknowledge the receipt of the application in writing within five days and
inform the borrower whether the application is complete and, if not, what information is
needed to complete the application. The servicer is required to exercise reasonable
diligence in obtaining documents and information to complete the application.

For a complete loss mitigation application received more than 37 days before a
foreclosure sale, the servicer is required to evaluate the borrower, within 30 days, for all
loss mitigation options for which the borrower may be eligible in accordance with the
investor’s eligibility rules, including both options that enable the borrower to retain the
home (such as a loan modification) and non-retention options (such as a short sale).
Servicers are free to follow “waterfalls” established by an investor to determine eligibility
for particular loss mitigation options. The servicer must provide the borrower with a
written decision, including an explanation of the reasons for denying the borrower for
any loan modification option offered by an owner or assignee of a mortgage loan with
any inputs used to make a net present value calculation to the extent such inputs were
the basis for the denial. A borrower may appeal a denial of a loan modification program
so long as the borrower’s complete loss mitigation application is received 9o days or

more before a scheduled foreclosure sale.

The rule restricts “dual tracking,” where a servicer is simultaneously evaluating a
consumer for loan modifications or other alternatives at the same time that it prepares to
foreclose on the property. Specifically, the rule prohibits a servicer from making the first
notice or filing required for a foreclosure process until a mortgage loan account is more
than 120 days delinquent. Even if a borrower is more than 120 days delinquent, if a
borrower submits a complete application for a loss mitigation option before a servicer
has made the first notice or filing required for a foreclosure process, a servicer may not
start the foreclosure process unless (1) the servicer informs the borrower that the
borrower is not eligible for any loss mitigation option (and any appeal has been
exhausted), (2) a borrower rejects all loss mitigation offers, or (3) a borrower fails to

comply with the terms of a loss mitigation option such as a trial modification.
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